..88' 


'Aami4(yo 


€) 


AS'Vov-eo  FiisAiscir^iai 


PLANNING 

NOVEMBEPv  IOC 


IS 


A  PROGRMvI  FOR 
PARTIAL  PAY-AS-YOU-GO  FIi\[ANCING 


MARYLAND  STATE  PLAMIKG  COMHSSION 
NOVEIfflER  19Bh 


^ncj.  175V 


YiARUAW  STATE  PIANNIKG  COMMISSION 
100  Equi'table  Building 
Baltimore  2,  Maryland 

Publication  No.  88  Price  $0  cents 


IflARYUm  STATE  PLAMDJG  COMjUSSIOW 


James-  C.  Alban,  Chairman 
Member  from  Central  Maryland 


George  M,  Anderson 

State  Board  of  Health 


Ti[.  Thomas  Kemp,  Jr. 

State  Board  of  Public  ITelf are 


George  W.  Delia 

Legislative  Council 


Russell  H.  McCain 

State  Roads  Commission 


John  B.  Funk 

Member  from  ITestern  Maryland 


Nathan  L.  Smith 

Department  of  Public  Improvements 


Richard  C.  Zantzinger 
Member  from  Southern  Maryland 


I,  Alvin  Pasare-w 
Director 


Digitized  by  the  Internet  Archive 

in  2010  with  funding  from 

Lyrasis  IVIembers  and  Sloan  Foundation 


http://www.archive.org/details/programforpartia88mary 


MARYLAND  STATE  PLANNING  COMMISSION 


GEORGE  M.  ANDERSON 
GEORGE  W.  DEILA 
JOHN   B.  FUNK 
W.  THOMAS  KEMP,  Jr. 
RUSSELl  H.  McCain 
'NATHAN   L.   SMITH 

ZANTZINGER 


100  Equitable  Buildins  RICHARD  c. 

Baltimore  2,  Maryland  JAMES  c.  alban 

Chiirman 


1.  AlVIN  PASAREW 


November  30,  195h 


TO  HIS  EXCELEEKCY 
THEODORE  R.  McKELDIN 
GOVERNOR  OF  MARYLAND 

Dear  Governor  McKeldin; 

I  take  pleasure  in  transmitting  for  yoiir  consideration  a  staff 
study,  entitled  "A  Program  for  Partial  Pay-As-You-Go  Financing," 

As  a  sequel  to  the  Commission's  1953  study  on  the  "Management 
and  Limits  of  the  State  Debt,"  this  project  was  undertaken  to  determine 
the  possibilities  for  adopting  a  pay-as-you-go  system  for  Maryland's 
long-term  capital  improvements.  The  proposed  program,  adapted  to  Mary- 
land's fiscal  capacities,  is  based  on  a  nation-tdde  survey  of  the  meth- 
ods used  by  other  states  in  paying  for  capital  improvements  out  of  cur- 
rent and  accumulated  revenues. 

It  is  noteworthy  that  recommendations  for  pay-as-you-go  fi- 
nancing were  made  by  the  Commission  as  early  as  19i;5  and  endorsed  by  the 
Sobeloff  Commission  in  195^«  However,  owing  to  the  exceptionally  high 
level  of  expenditure  required  to  meet  urgent  construction  demands  in  the 
postwar  period,  the  established  policy  of  financing  capital  improvements 
principally  through  bond  issues  was  necessarily  continued  ty  the  State, 
Now  that  this  phase  of  the  Capital  Improvement  Program  is  nearing  coi&- 
pletion,  it  is  possible  to  view  long-range  needs  in  their  proper  per- 
spective. 

The  Commission  believes  that  the  proposed  program  offers  a 
sound  fiscal  basis  for  integrating  partial  pay-as-you-go  financing  into 
the  revenue  system  of  the  State,  At  the  same  time,  the  program  insures 
the  means  for  meeting  the  continuing  irreducible  demands  for  capital  im- 
provements without  occasioning  a  continuing  grovfth  in  the  State  debt. 

Respectfully  sutsnitted. 


C 


~\ 


James  C.  Alban 
Chairman 
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FORfil-rORD 

In  the  period  from  194.8  to  1953,  approximately  seventy  per  cent  of 
all  capital  improvement  expenditures  (exclusive  of  highv/ays)  by  the  State  of 
Maryland  were  financed  through  bond  issues,  and  virtually  the  uhole  of  the 
balance  iras  financed  through  the  allocation  of  budgetary  surplus.  As  a 
source  of  funds  for  capital  improvements,  however,  budgetary  surpluses  are 
nearly  depleted  and  cannot  be  relied  upon  to  hold  in  check  the  annual  amount 
of  borro'/ing  and  the  concomitant  growth  in  the  size  of  the  State  debt. 

Although  recommendations for  pay-as-you-go  financing  irere  made  by 
the  Commission  as  early  as  194-5  and  endorsed  by  the  Sobeloff  Commission  in 
1952,  the  established  policy  of  financing  capital  improvements  principally 
through  bond  issues  has  found  justification  in  the  exceptionally  high  level 
of  expenditure  required  to  meet  urgent  construction  demands  in  the  postwar 
period. 

This  phase  of  the  State's  capital  improvement  program,  hov/ever, 
is  largely  over,  and  it  is  nov;  possible  to  view  long-raji^e  capital  needs  in 
their  proper  perspective.  It  is  ab\mdantly  clear  that  future  expenditures, 
although  substantially  lovrer  than  those  figures  recorded  in  recent  years, 
V7ill  continue  at  a  fairly  sizeable  annual  level  due  to  irreducible  demands 
for  replacement,  modernization,  and  expanded  facilities.   If  capitsuL  im- 
provements ccntiEUe  to  be  financed  through  borrowing,  too  large  a  propor- 
tion of  futxire  revenues  may  be  comniitted  to  debt  service  and  affect  ad- 
versely the  flexibility  of  over-all  fiscal  operations.  If  financed  en-s- 
tirely  on  a  pay-as-you-go  basis  from  current  revenue,  too  large  an  up^ 
ward  adjustment  in  taxes  would  be  required. 


ii 


The  solution  to  thin  problem  lies  in  the  implementation  of  a 
planned  program  of  partial  pay-as-you-go  financing.  The  program  proposed 
herein  is  based  on  a  careful  appraisal  of  the  experience  of  other  states 
in  financing  their  capital  improvement  expenditures  T^ithout  recourse  to 
borrowing,  considered  in  relation  to  the  fiscal  capabilities  of  the  State 
of  Maryland.  By  integrating  into  the  revenue  system  of  the  State  the 
means  for  partial  pay-as-you-go  financing,  the  Commission's  program  in- 
sures that  the  continuing  irreducible  demands  for  capital  outlay  v/ill  be 
met  on  a  sovind  fiscal  basis.  Furthermore,  v;herever  practicable,  the  possibil- 
ity of  paying  for  projects  on  a  self -liquidating  basis  should  be  given  serious 
consideration.  This  recommendation  was  incorporated  in  the  Commission's  19$1 
report  on  "Financing  Capital  Inqsrovements  in  Maryland," 
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CHAPTER  I 

SURVEY  OF  THE  STATES 

Introduction 

In  order  to  determine  the  extent  to  which  other  atates  have  been 
financing  their  capital  outlay  expenditures  (exclusive  of  high-ways)  during 
recent  years  -vd-thout  recoiurse  to  borrowing  and  the  methods  used  ty  them  in 
allocating  current  and  surplus  revenue,  the  Maryland  State  Planning  Commis- 
sion undertook  a  nation-wide  sxirvey  in  the  spring  of  195U.  Questionnaires 
were  sent  to  each  of  the  forty-eight  states  and  replies  were  received  from 
forty-four .i'  Of  this  number,  thirty-six  states  submitted  data  relative  to 
their  capital  outlay  expenditures  (exclusive  of  highways)  sxifficiently  com- 
plete for  tabulation  and  analysis. 
Capital  Outlay  Expenditures,  Exclusive  of  Highways,  19U8-1953 

The  statistical  findings  of  the  Commission's  survey  are  summarized 
in  Table  1,  which  shovrs  in  totals  covering  the  period  19U8-1953  for  each  of 
the  thirty-six  states:  (a)  capital  outlay  expenditures  (exclusive  of  high- 
ways) financed  solely  from  current  and/or  accumulated  revenues;  (b)  capital 
outlay  expenditures  (exclusive  of  highways)  financed  from  all  soTirces;  and 
(c)  general  revenue  (exclusive  of  federal  fvinds).  The  corresponding  average 
annual  rates  are  shown  in  Table  2. 

Expenditures  Financed  Fro)ai  All  Sources.  Totaled  for  the  six-year 
period,  19U8-1953j  expenditures  financed  from  all  sources  ranged  from 
Ci5o6,35l4.,963,  or  an  average  annual  raste  of  $8I|,392,U9U,  recorded  for  Cali- 
fornia, to  fp3,023,679,  or  an  average  aiuiual  rate  of  C503,9U7,  recorded  for- 

1/  A  sample  questionnaire  is  included  in  Appendix  A. 
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Nevada,  Yfith  a  total  aniountin:^'  to  08l^2Ciijl53j  or  an  average  annual  rate  of 
Z^33^hlj3^9j   Maryland  ranked  eleventh  in  size  of  expenditure  financed  from 
all  sources. 

Expenditures  Financed  from  Current  and/or  Accumulated  Revenue » 
Totaled  for  the  six-year  period,  19U8-1953j  expenditures  financed  solely 
from  current  and/or  accumulated  revenue  ranged  from  (l)506,35Iij963,  or  an 
average  annual  rate  of  ;|i8I|.,392;,li9U>  recorded  for  California,  to  01^59^,382, 
or  an  average  annual  rate  of  .t;265,730,  recorded  for  Nevada.  IVith  a  total 
amounting  to  §2l4, 205,988,  or  an  average  annual  rate  of  •'iiiU,03U,331j  Maryland 
ranked  tTrenty-first  in  size  of  expenditiire  financed  from  current  and/or 
accumulated  revenue. 

Expenditures  Financed  from  Current  and/or  Accumulated  Revenue 
as  a  Per  Cent  of  Expenditures  Financed  from  All  Sources.  The  proportion  of 
©Spenditures  financed  solely  from  current  and/or  accumulated  revenue  ranged 
from  100.0^  to  3»6^«  Tvrenty-eight  states  financed  50^  and  upvvards  of  their 
expenditures  -vTithout  recourse  to  borrowingj  tvrenty-one  states  financed  80^ 
and  upvrardsj  thirteen  states  financed  the  entire  amount,  i.e.,  100^.  It 
ought  to  be  remarked  that  the  states  -vxith  the  highes:t  records  of  performance 
(8C^  and  upwards)—/  varied  widely  -with  respect  to  the  size  of  both  expendi- 
tures and  general  revenue  (e.g.,  California,  Wyoming). 

Maryland,  Trf.th  a  ratio  of  29,8^,  vras  included  among  the  eight 
states  that  financed  less  thsm  half  of  their  expendit\ires  from  current 
and/or  accumulated  revenue. 

Expenditures  Financed  from  Current  and/or  Accumulated  Revenue 
as  a  Per  Cent  of  General  Revenue .2./  Considered  in  relation  to  general  reve- 
nue (exclusive  of  federal  funds),  expenditures  financed  from  current  and/or 


2/  A  few  of  these  states  made  no  allocations  at  all  from  surplus, 

3/  Excepting  for  a  few  states  whose  expenditures  consisted  principally  of 
""   allocations  from  surpluses  accumulated  during  World  War  II,  the  percent- 
ages reflect  quite  accurately  the  extent  to  which  current  revenue  during 
the  period  was  deflected  to  capital  outlay  ( exclusive  of  highways ) • 
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accvmmlated  revenues  ranged  from  8,5^,  recorded  for  California,  to  0.25^, 
recorded  for  Massachusetts.  Twenty  of  the  states,  or  more  than  half,  had 
ratios  ranging  from  3»0^  to  California's  high,  8,S%   •  In  most  instances, 
the  states  with  the  highest  percentages  were  those  with  general  revenues 
ranked  below  the  first  ten,  A  majority  of  the  states  with  low  percentages, 
however,  had  correspondingly  low  general  revenues, 

Maryland,  -vrith  a  ratio  of  2»6^,  was  included  among  the  sixteen 
states  with  ratios  of  2,9%   and  belor;. 
Methods  of  Allocating  Current  and/or  Accumulated  Revenue 

The  quantitative  findings  of  the  Commission's  survey  thus  dis- 
closed that  the  states  have  been  financing  a  larger  proportion  of  their 
capital  outlay  expenditures  (exclusive  of  highways)  iTithout  recourse  to 
borrovfing  than  perhaps  is  generally  recognized.ii'  What  methods,  then,  were 
used  in  allocating  current  and/or  acciimulated  revenue  to  this  type  of  ex- 
penditure? 

Some  states,  for  example,  Oregon  and  liichigan,  accorded  to  capi- 
tal outlay  items  the  same  budgetary  and  legislative  review  as  any  other 
current  expenditure  request  in  making  their  allocations.  In  the  case  of 
Maine,  however,  a  sharp  division  was  made  between  durable  equipment  and 
major  projects.  Allocations  to  durable  equipment  were  made  from  current 
revenue^  those  to  major  projects,  from  unappropriated  surpluses. 

In  other  states,  for  example,  Illinois,  Idaho,  and  Louisiana, 
capital  outlay  allocations  were  determined  residually,  that  is,  after  allow- 
ances had  been  made  for  all  other  current  expenditures,  A  variant  of  this 
approach  was  noted  in  the  case  of  Arizona  where  the  property  tax  -vvas  used 


k/    It  is  noteworthy  that  the  percentage  increases  in  state  debt  from  19ii8 
""   to  1953  were  relatively  small  for  most  of  the  states  that  financed  80^ 
and  upvfards  of  their  capital  outlay  expenditures  (exclusive  of  high- 
ways) from  current  and/or  accumulated  revenue. 


\    I 
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to  make  up  the  difference  between  appropriations,  including  capital  outlay, 
on  the  one  hand,  and  fiscal  resources,  consisting  of  expected  current  reve- 
nue plus  general  fund  surplus,  on  the  other.  Capital  items  included  in  the 
operating  budget  were  given  careful  study  by  the  legislature  vdth  a  view  to 
holding  the  property  tax  levy  at  a  relatively  stable  figure. 

Several  states,  for  example,  Ohio  and  West  Virginia,  systematical- 
ly allocated  surpluses  accumulated  during  each  preceding  fiscal  period, 
either  entirely,  or,  in  part,  to  capital  outlay,  A  number  of  states,  on 
the  other  hand,  dedicsated  revenues  from  specific  tax  and  non-tax  sotircea 
(e.g.  Texas,  North  Carolina) *i/  One  state  only  used  a  prescribed  formula, 
namely,  Wisconsin,  where  allocations  were  determined  in  accordance  vrith  a 
specified  percentage  of  the  appraised  value  of  property. 
Allocations  from  Specific  Revenue  Sources 

Of  the  seven  states  levying  special  taxes  for  the  purpose,  all 
but  one  dedicated  the  revenues  entirely  to  capital  outlay.  As  shovm  in 
Table  3,  proceeds  from  the  property  tax  in  Nebraska,  the  cigarette  tax  in 
Wisconsin,  and  the  alcoholic  beverage  taxes  in  Indiana  were  earmarked  for 
capital  outlay  in  generalj  property  taxes  in  Colorado,  Kansas,  and  Texas, 
on  the  other  hand,  were  reserved  for  special  building  construction  funda 
of  state  institutions;  TiTest  Virginia  levied  a  soft  drink  tax  for  a  single 
building  project,  namely,  the  construction  of  a  medical  school  at  the  state 
university.  Receipts  from  the  cigarette  tax  in  Texas,  hovTever,  were  dedi- 
cated only  in  part,  J$%   going  to  a  special  building  fund,  but  not  in  ex- 
cess of  <ii5,000,000  per  annum, 

Utah  levied  a  2%   sales  tax  for  general  vrelfare  purposes,  and 
amounts  accumulated  in  excess  of  ^|;5,000,000  were  transferred  to  the  state's 


5/  Some  of  these  states  used  other  of  the  described  methods  as  well  in 
~   allocating  cvirrent  and/or  accumulated  revenue. 
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reserve  building  fund,  California,  on  the  other  hand,  appropriated 
.'JI;37,109,000  from  horse  racing  taxes  levied  for  general  revenue  purposes  to 
capital  outlay  (exclusive  of  highways)  over  the  ten-year  period,  ending 

June  30,  195U. 

Sometimes  allocations  were  simply  traceable  to  specific  tax  sources. 
In  Tennessee,  for  example,  Q0%   of  all  sales  tax  revenues  were  earmarked  for 
general  educational  purposes,  and  consequently,  sums  allocated  to  the  Depart- 
ment of  Education  for  capital  outlay  clearly  stemmed  from  this  explicit  tax 
source.  In  Oregon,  state  agencies  receiving  earmarked  tax  revenues  v;ere  re- 
jstricted  to  those  sources  whenever  their  capital  outlay  requests  came  up 
for  review. 

Three  states  dedicated  revenues  from  non-tax  sources,  Oklahoma 
earmarked  income  from  certain  state-owned  land  for  institutions  of  higher 
learning.  In  Texas,  earnings  from  the  Permanent  University  Ftmd  investments, 
from  the  sale  of  sand,  shell,  and  gravel,  and  from  lease-rentals  of  Univer- 
sity of  Texas  lands  were  dedicated  to  the  construction  of  buildings  and  the 
purchase  of  land  for  the  University  of  Texas,  Texas  MM  College,  and  for 
certain  constitutional  branches.  North  Carolina  allocated  to  capital  out- 
lay receipts  from  the  sale  of  property,  fire  losses,  and  gifts. 
Fiscal  Mechanics  of  Allocating  Current  and  Accumvtlated  Revenues 

Allocations  to  capital  outlay  were  made  either  directly  or  by 
transfer  from  the  resources  of  general  funds,  special  building  funds,  and 
special  funds  established  for  other  purposes  entirely. 

General  fund  appropriations,  as  a  mle,  were  made  directly  from 
current  revenues  (e.g.,  Illinois,  North  Carolina,  Virginia)  and/or  from 
surpluses  accumulated  either  in  the  immediately  preceding  fiscal  period  or 
during  Vforld  War  II.  Sometimes,  however,  general  fund  revenues  were  trans- 
ferred to  special  building  funds  (e.g.,  California,  Colorado). 


•\Ccf  1' 
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Special  building  f\ind  appropriations  usually  were  made  from  spe- 
cific tax  and  non-tax  revenues,  but  sometimes,  as  in  the  case  of  California 
and  Missouri,  from  reserves  set  aside  during  World  V/ar  II  to  meet  postwar- 
building  construction  needs.  The  reserves  of  special  building  funds,  as  we 
have  seen,  vrere  occasionally  supplemented  by  general  fund  transfers.  Colo- 
rado, which  had  separate  building  mill  levy  funds  for  twenty-three  state  in- 
stitutions, trcinsf erred  resources  from  tvra  of  these  funds  to  two  others. 

In  a  few  instances,  appropriations  were  made  from  special  funds 
established  for  other  purposes  altogether,  Nevada,  for  example,  allocated 
resources  of  the  Highway  Building  Fund  and  the  Governor's  Emergency  Fund, 
Diversions  were  noted  also  in  the  case  of  Alabama  and  California. 
Sunmary  and  Conclusions 

The  majority  of  the  thirty-six  states  included  in  the  Commission's 
survey  financed  $0%   and  upTards  of  their  capital  outlay  expenditures  (exclu- 
sive of  highways)  during  the  period  19U8— 1953  without  recourse  to  borrowing; 
twenty-one  states  financed  80^  and  upvrards;  thirteen  states  financed  the 
full  amount. 

The  high  percentages  recorded  for  many  of  the  states  were  due 
principally  to  the  accumulation  of  budgetary  surpluses  both  during  and 
following  YiTorld  Vfar  II  and  the  dedication  of  these  funds  at  least  in  part 
to  capital  outlay.  Quite  often,  states  that  drev;  heavily  upon  surpluses 
appropriated  additional  amounts  from  current  revenues  or  employed  other 
measvires  of  fiscal  expediency  (i.e,,  transfers  from  special  funds  established 
for  other  purposes  entirely)  whenever  necessary  to  escape  borrowing  in  more 
than  nominal  amounts. 

The  high  percentages  recorded  for  other  of  the  states,  however, 
were  due  more  importantly  to  the  almost  equal  status  accorded  to  capital  out- 
lay as  an  item  in  the  current  budget  and  the  allocation  of  current  revenues 


':;  .i,i<. 
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in  STofficient  amount  to  cover  a  subjstantial  proportion  of  authorizations. 
Among  those  were  included  most  of  the  states  that  levied  specific  taxes  for 
the  purpose, 

Vifhat,  thenjare  the  prospects  for  the  future?  It  seems  quite  clear 
that,  those  states  whose  record  of  performance  depended  largely  upon  alloca^ 
tions  from  surplus,  T^ill  more  than  likely,  if  they  maintain  the  pace  of 
their  capital  outlay  expenditures  (or  only  reduce  them  moderately),  and  un- 
less, too,  they  resort  more  and  more  to  borrowing,  either  have  to  increase 
present  tax  rates  or  develop  new  tax  sources,  or  both.  This  is  so  because 
STirpluses  originating  during  World  War  II  have  already  been  exhausted  and 
those  which  characterized  the  postwar  years  ivill  probably  disappear  in  the 
future  due  to  the  more  rapid  increase  in  the  cost  of  government  than  reve- 
nues. Thus,  in  order  to  maintain  a  relatively  high  ratio  of  current-fi- 
nanced to  total  expenditures,  a  significajit  change  from  past  methods  of  fi- 
nancing T/Till  be  required. 

Those  states,  on  the  other  hand,  v:hose  record  of  performance  was 
due  principally  to  the  competitive  status  accorded  to  capital  outlay  and 
allocations  from  current  revenues  will  probably  find  it  less  difficult  to 
maintain  fairly  high  ratios  of  non-deficit  financed  expenditures,  for  they 
have  already  integrated  into  their  revenue  systems  the  means  of  pay-as-you- 
go  financing. 


Ill 


CimPTER  II 


CRITERIA  FOR  DETEmUNING  THE  PROFER  METHOD  OF 
FINANCiro  CAPITAL  OUTLAY  EXPENDITURES 


Introduction 

With  the  exception  of  capital  outlay,  the  general  expenditures  of 
a  state  are  normally  financed  from  cvirrent  revenues  and  surplus,  and  only  in 
the  case  of  extraordinary  circumstances  (i*e«,  temporary  deficits  requiring 
the  issuance  of  tax  anticipation  "wanrants  or  veterans '  bonuses  calling  for 
special  bond  issues)  is  resort  made  to  borrowing.  This,  of  course,  complies 
with  generally  accepted  principles  of  sound  public  finance.  Capital  outlay, 
hovirever,  is  the  only  continuously  reoccurring  item  of  general  expenditure 
which  may  be  financed  optionally,  either  through  the  creation  of  debt  or 
from  current  revenue  and  surplus,  or,  both.  Some  states,  as  we  have  seen, 
financed  the  whole  of  their  capital  outlay  expenditures  (exclusive  of  high- 
T/ays)  during  recent  years  without  recourse  to  borroTrdng.  A  majority  of 
them,  however,  drew  upon  both  borrowed  and  current  funds  (including  sur- 
pluses), and  the  proportions  varied  widely  according  to  differences  in  fis- 
cal conditions  and  policies. 

In  viev/  of  the  wide  disparity  among  the  states,  are  we  to  conclude 
that  the  financing  of  capital  outlay  expenditures  (i.e.,  deficit  vs.  non- 
deficit)  is  entirely  permissive,  or,  are  there  criteria  by  \7hich  the  proper 
method  can  be  determined?  l/Hhile  this  problem,  excepting  for  considerations 
of  economic  stability  and  counter-cyclical  fiscal  policy,  has  received  far 
too  little  attention  on  the  part  of  fiscal  experts,  several  criteria  have, 
in  fact,  been  advanced,  and  we  shall  examine  each  of  them  critically  to  see 
what  guidance  they  actually  provide  in  the  formulation  of  sound  fiscal 
policy. 
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Time  Preference  for  Current  Income 

VJhen  a  capital  outlay  project  is  financed  on  a  pay-as-you-go  basis, 
current  taxes  are  increased  sufficiently  to  cover  the  cost  in  a  single  pay- 
ment and  the  ciirrent  income  of  taxpayers  is  correspondingly  reducedj  v/hen 
financed  through  borrovdng,  future  taxes  are  increased  sufficiently  to  cover 
the  cost  plus  interest  in  a  series  of  annual  payments  and  the  future  income 
of  taxpayers  is  reduced  instead*  Because  of  the  apparent  choice  between 
current  and  future  income  which  these  t-.vo  alternative  means  of  paying  for  a 
capital  outlay  project  are  supposed  to  afford,  it  has  been  suggested  that, 
in  selecting  the  proper  method  of  financing,  consideration  be  given  to  the 
preferences  of  taxpayers  for  current  income  and  their  vriTlingness  to  pay  a 
premium  in  the  form  of  interest  for  the  privilege  of  prorating  the  cost 
over  time,2/ 

As  a  guide  to  fiscal  policy,  the  time-preference  criterion  has 
tiiTO  principal  limitations.  The  first  is  the  presumption  that  the  sanction- 
ing of  a  bond  issue  (either  by  referendum  or  through  chosen  representatives 
in  the  legislature)  reflects  the  psychological  attitudes  of  taxpayers  in 
general  tovrard  their  current  and  future  incomes.  Such  would  be  the  case 
only  if  most  of  the  taxpayers  were  cognizant  of  the  fact  that  borro\',ang 
today  means  higher  taxes  tomorrow  and  if  they  expected  to  bear  their  proper 
share  of  the  future  tax  burden.X/  The  second  is  the  theoretical  limit  which 
the  time-preference  criterion  assigns  to  borrowing.  Suppose,  for  example, 
that  taxpayers  actually  made  a  conscious  choice  between  current  and  future 


6/  Haig,  Robert  M.,  and  Shoup,  Carl  S.  The  Financial  Problem  of  the  City 
""   of  New  York.  A  Report  to  the  Mayor's  Committee  on  Management  Survey. 

June,  1952,  pp.  53«-i|0. 
7/  A  surprisingly  large  percentage  of  taxpayers  either  regard  borrowing  as 
""   a  real  alternative  to  taxation  and  fail  to  perceive  that  future  taxes 
must  be  raised  sufficiently  to  cover  principal  plus  interest  on  borrowed 
sums  or  feel  that  the  burden  of  future  taxes  will  be  shifted  to  another 
class  of  taxpayers,  which  is  particularly  true  where  debt  is  serviced 
through  the  levy  of  a  specific  ta:>:  (e.g.,  property  tax). 
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income.  Then  borrowing  might  be  permitted  to  increase  up  to  the  point  just 
beyond  which  the  slightest  increase  in  the  rate  of  interest  would  cause  them 
to  sanction  additional  capital  outlay  expenditures  only  if  financed  alterna- 
tively on  a  pay-as-you-go  basis  from  current  revenue.  Clearly,  the  amount 
of  deficit  financing  arrived  at  through  the  interest  rate  mechanism  might  in 
many  instances  be  far  in  excess  of  that  justified  on  all  other  economic 
grounds, 
Value-Maintaining  vs.  Value-Increasing  Expenditures 

The  second  criterion  for  determining  the  proper  method  of  financ- 
ing is  based  upon  the  distinction  sometimes  made  betv;een  value-maintaining 
(i.e.,  replacement)  and  value-increasing  capital  outlay  expenditures.  Value- 
maintaining  expenditures,  it  has  been  suggested,  should  be  treated  as  a  part 
of  the  state's  operating  budget  and  financed  from  current  revenue,  excepting 
when  material  shortages  originating  in  a  national  emergency  have  caused  a 
sizeable  backlog  of  deferred  maintenance.  Value-increasing  expenditures, 
on  the  other  hand,  merit  financing  at  least  partially  through  the  creation 
of  debt .2/ 

Without  denying  the  essential  correctness  of  financing  typically 
replacement  expendit-ures  on  a  pay-as-you-go  basis  from  current  revenue,  the 
categorical  distinction  between  value-maintaining  and  value-increasing  cap- 
ital outlay  expenditvires  raises  problems  of  a  conceptual  nature  vThich  great- 
ly iiiqjair  its  usefulness  as  a  guide  to  fiscal  policy.  Supposing,  for  ex- 
ample, that  a  structure  that  originally  cost  C100,000  is  replaced  with  one 
affording  identical  facilities,  but  v/hich  due  to  a  general  rise  in  prices 
today  costs  (|i200,000.  Are  we  to  conclude  that  ^100, 000  of  the  cost  of  the 

8/  Mariner,  Elwyn  E.  The  Postvfar  Capital  Outlay  Program  of  the  Common- 
""   wealth  of  Massachusetts.  The  Massachusetts  Federation  of  Taxpayers 
Association,  Inc.,  Boston,  June  19^2,  p.  22,30.  Haig  and  Shoup,  too, 
subscribe  to  the  opinion  that  capital  outlay  expenditures  of  a  re- 
placement character  shovild  be  financed  principally  from  current  rev- 
enue (op,  cit,,  pp.  $kO-Ul), 
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new  structxire  is  value-increasing  and  therefore  eligible  for  financing 
through  borrovTing?  Or,  to  take  another  hypothetical  case,  suppose  that  a 
structure  that  originally  cost  ',.100,000  is  replaced  irith  one  affording  ex- 
panded facilities,  but  which  because  of  technological  changes  in  the  building 
trades  industry  today  costs  .'iiilOO,000,  as  before.  Are  vre  to  conclude  that 
the  expenditure  is  entirely  value-maintaining  and  must  therefore  be  financed 
on  a  pay-as-you-go  basis  from  cuirent  revenue?  And  even  vfere  it  possible 
to  dravr  a  fine  line  between  value-maintaining  and  value-increasing  expendi- 
tures, there  is  no  reason  to  suppose  that  the  resulting  ratio  of  pay-as-you- 
go  and  deficit-financed  expenditures  vrauld  alv;ays  be  commensurate  with  other 
fiscal  considerations  and  objectives. 
Size  and  Regularity  of  Expenditures 

Thirdly,  the  proper  method  of  financing  capital  outlay  has  been 
approached  from  the  standpoint  of  the  size  and  regularity  of  expenditures, 
on  the  one  hand,  and  the  stability  of  tax  rates,  on  the  other.  According 
to  this  criterion,  non-reoccurring  large-scale  expenditures  require  deficit 
financing  in  order  to  circumvent  dis equilibrating  fluctuations  in  tax  rates^/ 
In  the  case  of  regularly  reoccurring  large-scale  expenditures,  however,  no 
such  prima  facie  argranent  favors  borrowing^  for  even  if  financed  entirely 
from  current  revenue,  capital  outlay  programs  of  this  order  \-dll  leave  tax 
rates  unchanged  once  the  means  of  pay-as-you-go  financing  have  been  inte- 
grated into  the  revenue  system  and  tax  structure •12'  As  a  general  rule,  a 
substantial  proportion  of  current  financing  is  called  for.ii'   Small-scale 
capital  outlay  programs,  however,  invariably  require  financing  from  current 


9/  Haig  and  Shoup,  op,  cit,,  pp,  538-UO.  According  to  Mariner,  however, 
*"   the  deficit-financing  of  even  non-reoccurring  large-scale  projects  is 
justified  only  if  total  requirements  are  fully  Icnown  beforehand  and  the 
entire  project  can  be  provided  for-  in  a  single  lump-s\im  authorization, 
Otherv^rlse,  partial  pay-as-you-go  financing  is  called  for,  op,  cit,, 
pp,  31-2. 
10/  Ibid, 
W  TH3, 
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revenue,  for  even  if  irregular  and  financed  entirely  on  a  pay-as-you-go 
basis,  they  can  affect  only  slightly  the  stability  of  tax  rates  ,i^ 

liiith  respect  to  non-reoccurring  large-scale  capital  outlay  expend- 
itures and  the  argument  favoring  deficit  financing,  several  observations 
ought  to  be  made.  First,  pay-as-you-go  financing  from  current  revenue  is  not 
the  sole  alternative  to  borrowing.  Stability  of  tax  rates  would  be  achieved 
also  through  the  setting  aside  of  a  fixed  sum  annually  from  current  revenue 
and/or  surplus  for  special  projects  (i.e.,  reserve  financing)  or  through  the 
dedication  of  budgetaiy  surpluses,  if  available.  Secondly,  deficit  financ- 
ing will  not  insure  tax-jrate  stability  i/^iere  debt  is  serviced  from  a  speci- 
fic tax  source,  for  taxes  levied  for  the  purpose  would  still  be  subject  to 
sharp  fluctuations  due  to  sudden  increases  in  debt-financed  expendit\ires 
of  a  sizeable  magnitude.  Thirdly,  in  selecting  the  proper  method  of  fi- 
nancing a  major  non-reoccurring  project,  consideration  should  be  given  to 
the  possibility  that  the  taxpayers  might  willingly  sanction  the  levy  of  a 
special  tax  or  temporary  increase  in  current  tax  rates  in  order  to  defray 
at  least  a  portion  of  the  cost  \Tithout  recourse  to  borrowing, 
Cotmter-Cyclical  Fiscal  Policy 

The  fourth  criterion  is  based  upon  considerations  respecting  eco- 
nomic instability.  It  is  suggested  by  the  advocates-  of  counter-cyclical 
fiscal  policy  that  reserves  be  set  aside  from  current  revenue  during  periods 
of  economic  prosperity  for  the  purpose  of  initiating  special  building  con- 
struction projects  (e.g.,  planned  public  works)  during  periods  of  economic 
recession  and  depression,  and  that  non-postponable  capital  outlay  expendi- 
tures be  financed  largely  on  a  pay-as-you-go  basis  from  current  revenue. 
During  periods  of  economic  recession  and  depression,  however,  capital 

12/  Ibid, 


-,  "if^.*  ^  •  J", 
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outlay  should  be  financed  both  through  the  expenditure  of  reserves  previously 
accumulated  for  the  purpose  and  through  borrovring.  By  mthdravri.ng  funds 
from  the  income  stream  in  cyclical  upsvrings  and  by  adding  to  the  stream  in 
cyclical  dovmsnrings,  counter-cyclical  financing  of  capital  outlay  expendi- 
tures is  expected  to  exert  a  stabilizing  influence  upon  the  economic  pro- 
cess.^/ 

llfhile  much  can  be  sa.id  for  states  contributing  to  general  economic 
stability  through  the  proper  timing  and  financing  of  their  capital  outlay 
programs,  application  of  the  counter-cyclical  fiscal  policy  theory,  at  least 
during  periods  of  economic  prosperity,  is  made  difficult  for  two  reasons. 
First,  a  substantial  portion  of  the  long-term  capital  outlay  programs  of 
numerous  states  is  urgently  required  and  cannot  be  put  off  until  the  up- 
swing has  run  its  course  and  the  forces  of  economic  recession  and  depression 
have  set  in.  Secondly,  the  size  of  non-postponable  capital  outlay  expendi- 
tures in  relation  to  other  fiscal  circumstances  might  in  some  instances  call 
for  a  larger  amount  of  borrowing  than  justified  by  a  rigid  adherence  to 
coimter-cyclical  fiscal  policy. 

Indeed,  it  is  altogether  possible  that  the  theory  of  counter- 
cyclical fiscal  policy  which  grew  out  of  the  depressed  Thirties  and  received 
sustenance  from  the  struggle  with  postwar  inflationary  forces  requires  re- 
evaluation  in  the  light  of  structural  changes  in  the  econony  and  built-in 
stabilizers  that  vdJll  undoubtedly  modify  the  amplitude  and  periodicity  of 
future  cyclical  fluctuations. 


13/  Besides  contributing  to  economic  stability,  counter-cyclical  fiscal 
policy  is  supposed  to  concentrate  public  construction  in  periods  of 
economic  recessrion  and  depression  \Then  construction  costs  and  interest 
rates  both  are  low,  while  a  system  of  pay-as-you-go  financing  alleged- 
ly encourages  public  construction  during  periods  of  economic  prosper- 
ity when  construction  costs  are  high,  Haig  and  Shoup,  op,  cit«,  pp. 
5I|.l-li2,  The  relative  effect  of  the  two  methods  of  financing  upon  the 
timing  of  capital  outlay  expenditures  actually  depends,  however,  upon 
the  extent  to  which  such  expenditures  are  permissive  and  postponable. 
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Summary  and  Conclusions 

Due  to  the  level  of  replacement,  the  rate  of  obsolescence,  and  the 
Increasing  demand  for  services  which  only  expanded  facilities  can  provide, 
capital  outlay,  even  excluding  highways,  has  in  recent  years  reached  a  point 
where  in  ma^y  states  it  is  a  fairly  large  and  more  or  less  inflexible  item 
of  general  expenditures..  This,  perhaps  more  than  any  other,  is  the  over- 
riding issue  in  determining  what  method  of  financing  ought  to  be  used,  'jlere 
these  essentially  non-postponable  expenditures  to  be  financed  principally 
through  borrowing,  then  over  and  beyond  the  added  cost  due  to  interest 
charges,  too  large  a  proportion  of  future  state  revenues  might  be  deflected 
to  debt  service,  with  all  that  this  implies  for  the  flexibility  of  fiscal 
operations,  YiTere  they  to  be  financed  principally  on  a  pay-as-you-go  basis 
from  current  revenue,  then  in  many  states,  at  least,  there  vrould  result  an 
inordinate  rise  in  tax  rates  or  the  widespread  adoption  of  new  taxes..  Thus 
it  appears  that  states  faced  with  the  problem  of  continuously  reoccurring 
capital  outlay  expenditures  of  a  sizeable  magnitude  must  by  necessity  take 
stock  of  their  long-range  capital  outlay  requirements  and  work  out  a  system 
of  dual  financing  consistent  with  individual  fiscal  circumstances  and  capa- 
bilities, l/lfherever  possible,  self-liqiiidating  projects  should  be  considered 
as  a  means  of  lessening  the  tax  burden. 
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CHAPTER  III 
F0R1.IULA.  FOR  PiUaTIAL  PAY-AS-YOU-GO  FINAKCIKG 

Introduction 

Capital  improvement,  expenditiires  in  the  State  of  Maryland  during 
the  six-year  period,  19hQ-19^3j   financed  from  all  sources  ranged  from  a  low 
of  ?J;6,327,Jit82  in  19l|8  to  a  high  of  $^,213,193   in  1952,  as  shovm  in  Table  U. 
Of  the  S8l,28ii,l53  spent  for  capital  improvements  over  the  period,  70.22^ 
was  financed  through  cash  disbursements  from  bond  issues,  27.82^  through 
the  allocation  of  budgetary  surpluses,  and  1,96^  through  operating  budget 
appropriations  of  current  revenue. 

Although  bond  issues  ¥xere  by  far  the  most  important  source  of  funds 
for  the  financing  of  capital  improvement  expenditures,  the  proportion  of  non- 
deficit  financed  expenditures  was  perhaps  larger  than  commonly  supposed.  In- 
deed, the  action  of  the  19i4-9  General  Assembly  in  allocating  :|^23,539,300  of 
General  Fund  surplus  to  capital  improvements  prevented  the  State  debt  -vrtaich 
rose  by  ^^99,787, 000  between  19U8  and  1953  from  increasing  ty  a  still  larger 
figure.  The  exceedingly  small  amo\mt  of  operating  budget  expenditures  for 
this  purpose,  however,  clearly  demonstrates  that  capital  outlay  by  no  means 
competes  effectively  vri-th  other  budgetary  items  for  current  revenue  in  the 
State  of  Maryland,  It  is  interesting  to  note  in  this  connection  that  total 
operating  budget  expenditures  for  capital  outlay  expressed  as  a  ratio  of  re- 
venue (exclusive  of  federal  funds)  amounted  to  only  0,17^  for  the  period 
and  never  exceeded  0,35/3  in  any  one  year. 

As  a  source  of  fxinds  for  capital  improvements,  budgetary  surpluses 
are  noiT  near  the  vanishing  point,  and  the  prospect  of  future  accumulations  is 

not  at  this  time  altogether  brightiiL/ 

ih-^  In  his  195U  Budget  Message,  the  Governor  advised  the  General  Assembly 
as  follovTs:  "On  the  revenue  side,  surplus  which  has  been  available  to 
balance  budgets  has  dropped  sharply,"  The  current  estimate  for  the 
General  Fund  surplus,  as  of  June  30,  1955 j  is  $1^2115,935,  in  contrast 
to  a  surplus  of  |6,00l4^533  as  of  July  1,  195ij-. 
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Unless,  therefore,  increased  amounts  of  current  revenue  are  allocated  to 
capital  outlay,  the  T/iftiole  of  future  expenditures  vrill  by  necessity  be  fi- 
nanced through  the  creation  of  new  debt*  This  vrould  not  be  a  matter  of  par- 
ticular concern  were  it  not  for  the  fact,  that  despite  a  sharp  reduction  in 
programs  recommended  by  the  Maryland  State  Planning  Commission  in  recent 
yearsM/  irreducible  demands  for  replacement,  modernization,  and  construc- 
tion of  new  facilities  will  cause  annual  capital  outlay  authorizations  to 
persist  at  a  relatively  high  figure,  Maryland,  like  many  other  states,  is 
thus  faced  vdth  the  problem  of  continuously  reoccurring  capital  expenditures 
of  a.  sizeable  magnitude.  In  light  of  the  current  level  of  the  State  debt 
and  future  debt  service  requirements,  a  planned  program  of  dual  financing  is 
clearly  called  for. 
Proposed  Formula  for  Determining  Amount  of  Pay-As-You-Go  Financing 

To  what  extent,  then,  ought  annual  capital  improvement  authoriza- 
tions be  financed  on  a  pay-as-you-go  basis  from  current  revenue?  In  reply 
to  this  question,  the  follov/ing  formula  is  proposed: 

C  =  0,02R 

where 

C  =  current  revenue  appropriated  to  capital  outlay 

R  =  average  annual  revenue  (exclusive  of  federal  funds)  of 
preceding  five-year  periodiS,/ 

By  means  of  the  above  formula,  the  amount  of  current  revenue  ap- 
propriated to  capital  outlay  each  year  is  fixed  at  2^  of  the  average  annual 
revenue  of  the  State  dtiring  the  preceding  five-year  period,  after  deducting 

15/  The  (^9,698,300  program  recommended  on  September  15,  195U  was  the  lowest 
submitted  in  the  past  ten  years, 

16/  Annual  revenue  as  defined  is  the  equivalent  of  "net  cash  receipts"  after- 
deducting  "state  bond  issues"  and  "federal  government  receipts,"  all 
three  of  which  are  foxind  in  the  Annual  Report  of  the  Cocptroller, 
It  is  interesting  to  note  that  the  most  conservative  formula  for  de- 
termining the  maximum  debt  limit  and  the  safe  margin  of  borror/ing  shown 
in  the  Commission's  study  "Management  and  Limits  of  the  State  Debt,"  al- 
so embodies  the  average  annual  revenue  (exclusive  of  federal  funds)  of 
the  preceding  five-year  period.  There  is  no  necessary  interdependence, 
however,  betvreen  the  two  formulas. 
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fedeiral  fvinds.  The  use  of  a  moving  average  serves  two  purposes,  namely: 
(a)  to  prevent  the  exceptional  revenue  experience  of  any  one  previous  yeax 
from  influencing  too  greatly  the  amount  of  current  revenue  appropriated  to 
capital  outlay;  (b)  to  insure  that  with  rising  levels  of  State  revenue  some 
portion  of  the  increase  each  year  vrill  be  dedicated  to  holding  in  check  the 
amount  of  borrowing.  With  respect  to  the  fixed  percentage  of  average  an- 
nual revenue,  chosen,  the  Commission's  survey  disclosed  that,  for  those  states 
whose  non-deficit  financed  expenditures  consisted  principally  of  allocations 
from  current  revenue  rather  than  surplus,  the  ratio  of  pay-as-you-go  financed 
expenditures  to  revenue  (exclusive  of  federal  funds)  over  the  period  19ii8— 
1953'  ranged  from  1«65S  to  6»9^.  Certainly,  the  1%   selected  can  be  accepted 
as  a  decidely  conservative  rate. 
Application  of  the  Formula 

Ihat  would  be  the  amount  of  pay-as-you-go  financed  appropriations 
were,  for  example,  the  proposed  formula  put  into  effect  ty  the  next  General 
Assembly,  Annual  revenue  ("net  receipts"  after  deducting  "federal  govern- 
ment receipts"  and  "^state  bond  issues")  for  each  of  the  five  preceding  years 
are  shown  below; 

Fiscal  Year  Annual  Revenue 

1950  $li;8,891,ia2 

1951  I6l,ii01,836 

1952  171,936,538 

1953  I85,ii22,762 
1951  188,259,376 

Five-year  Total    i:;«5a,911,92U 

Average  annual  revenue  for  the  five-year  period  preceding  the  current  fis- 
cal year  is  thus  equal  to  the  total  of  0858,91159214.  divided  by  5,  or, 
^171,782:,385.  Substituting  this  figure  into  the  formula; 

C  =  0,02R 
:  0,02  X  (^171,782,385 
=  ^3,i435,6ti8 

Thus,  pay-as-you-go  financed  appropriations  would  amount  to  S3,U35j6Ii.8,  or 


t  -■ 


•Vti^v. 
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35»I|.^  of  "the  09>698,3OO  program  recommended  by  the  State  Planning  Commis- 
sion for  the  1956  fiscal  year. 
Taxes  and  Pay-As-You-Go  Financing 

In  view  of  present  fiscal  prospects,  transition  to  a  dual  system 
of  financing  under  the  proposed  formula  v/ould  call  for  additional  revenue 
deriving  from  either  an  increase  in  current  tax  rates  or  the  adoption  of  neu 
taxes.  Once  the  means  of  pay-as-you-go  financing  has  been  integrated  into 
the  revenue  system  of  the  State  by  whichever  method,  however,  future  adjust- 
ments under  normal  circumstances  would  not  be  required.  This  is  so  because 
during  periods  of  rising  levels  of  economic  activity  pay-as-you-go  conmiit- 
ments  under  the  formula  would  be  met  out  of  increased  revenue,  whilst  during 
periods  of  falling  levels  of  economic  activity  pay-as-you-go  commitments 
would  automatically  decrease.  If  for  any  one  year,  however,  there  occiirred 
an  abnormal  decline  in  State  revenue,  pay-as-you-go  commitments  could  only 
be  met  through  a  further  adjustment.  In  such  instance,  it  is  suggested  that 
rigid  application  of  the  formula  be  relaxed  and  that  a  ratio  smaller  than 
the  2%   of  the  average  annual  revenue  of  the  preceding  five-year  period  be 
used  in  determining  the  amount  of  pay-as-you-go  financing. 

If  put  into  effect  during  the  1956  fiscal  year,  the  Commission»s 
proposed  program  for  dual  financing  would  require  additional  general  revenue 
totaling  ^^3,U35,6i<.8.  This  would  by  no  means  impose  an  undue  burden  on  the 
taxpayers  of  the  State,  for  considered  in  relation  to  individual  income, 
Maryland  taxes  are  exceedingly  lovf  as  compared  to  other  states.  As  shown  in 
the  Appendices  C  and  D,  Maryland  ranked  UOth  out  of  the  US  states  for  the 
year  1953,  in  the  amount  of  State  and  local  taxes  collected  expressed  as  a 
percentage  of  individual  income. 

Since,  hovj^ever,  Maryland  during  the  coming  fiscal  year  Trill  need 
additional  revenues  in  order  to  support  an  expanded  general  budget,  it  is 
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perhaps  desirable  that  transition  to  the  dual  system  of  financing  be  sched- 
uled for  the  1957  fiscal  year,  so  that  the  revenue  requirements  of  the  plan 
can  be  accorded  proper  study  by  the  budgetary  authorities  vrithin  the  broader 
context  of  the  over-all  fiscal  problem.—'  There  is  nothing,  moreover,  in 
the  present  fiscal  sitiiation  which  makes  imperative  the  immediate  adoption 
of  partial  pay-as-you-go  financing,  for  the  safe  debt  margin  as  determined 
ty  the  most  conservative  formula  disclosed  in  the  Commission's  report, 
"Management  and  Limits  of  the  State  Debt,"  stood  at  ('^3U, 707, 385  as  of  June 
30,  195U. 
How  Should  Pay-As-You-Go  Commitments  Under  the  Proposed  Formula  Be  liet? 

From  the  standpoint  of  practical  application,  the  one  remaining 
question  at  issue  is  whether  pay-as-you-go  commitments  under  the  proposed 
formula  should  be  met  through  annual  allocations  from  current  general  rev- 
enue sources  or  from  a  specific  tax  source  reserved  for  the  purpose.  Upon 
careful  consideration  of  the  matter,  the  Commission  recommends  the  first  of 
these  two  methods  of  allocating  current  funds  for  the  following  reasons: 
(1)  Since  the  yield  of  all  revenue  sources  taken  collectively  tends  to  be 
more  stable  than  the  yield  of  a  single  tax  source,  a3J.ocations  from  general 
current  revenue  woixLd  enhance  the  effective  application  of  the  proposed  f ona- 
ula,  (2)  Allocations  from  a  specific  tax  source  under  present  fiscal  condi- 
tions would  require  the  introduction  of  a  nev;  levy  for  the  purpose,  -riiich, 
aside  from  the  matter  of  collections,  would  add  to  the  complexity  of  the 
State's  present  revenue  system,  Tftiile  the  introduction  of  a  new  tax  may 
readily  be  Justified  to  meet  general  revenue  needs,  there  is  ample  scope 


17/  In  investigating  additional  sources  of  revenue  for  general  purposes, 
consideration  ought  certainly  be  given  to  Michigan's  "business  activi- 
ties tax"  adopted  in  1953.  For  a  usef\il  discussion  of  this  levy,  see 
the  article,  "Michigan's  Business  Activities  Tax,"  by  Frank  M»  Landers 
in  the  October  195U  issue  of  State  Government, 
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within  the  present  revenue  system  to  meet  the  limited  requirements  of  pay- 
as-you-go  financing,i2/  (3)  Allocations  from  general  current  revenue  v;ould 
meet  with  vriLder  public  acceptance  inasmuch  as  a  distinct  nuisance  value 
might  easily  attach  to  the  specific  tax  selected  and  levied  for  the  purpose. 
(1;)  The  cost  of  pay-as-you-go  financing  would  be  made  to  fall  more  equitably 
on  all  classes  of  taxpayers  if  met  through  a  general  upvrard  adjustment  of 
rates  rather  than  through  the  levy  of  a  specifie  tax. 


18/  In  the  event  that  a  new  tax  or  taxes  is  levied  for  general  revenue 
purposes,  however,  the  rate  or  rates  might  be  set  with  the  reqiiire- 
ments  of  pay-as-you-go  financing  also  in  vie\7. 
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SmOARJ  AND  RECOMiENDATIONS 

In  developing  a  recommended  program  of  partial  pay-as-you-go  fi- 
nancing for  the  State  of  Maryland,  ansvrers  were  first  soiight  to  three  ques- 
tions: To  what  extent  have  other  states  been  financing  their  capital  im- 
provement expenditiH-es  (exclusive  of  highvrays)  y/ithout  recourse  to  borrov/xn^ 
Yifhat  methods  were  used  by  them  in  allocating  current  revenues  and/or  sur- 
pluses to  this  purpose?  In  view  of  the  seeming  permissiveness  that  attaches 
to  the  financing  of  capital  improvement  expenditures,  are  there  any  princi- 
ples of  sound  public  finance  that  offer  g\iidance  in  determining  whether  ex- 
penditures ought  to  be  financed  through  bond  issues  or  allocations  of  cur- 
rent funds,  or  both? 

The  results  of  this  inquiiy  may  briefly  be  summarized  as  folloiTs: 

1,  A  special  survey  covering  all  of  the  states  disclosed  that  for 
the  six-year  period,  19l4.8-1953j  twenty-eight  of  the  thirty-six  responding 
states  financed  $0^   and  upwards  of  their  capital  improvement  expenditures 
without  recourse  to  borrowingj  twenty-one  states  financed  80^  and  upwards; 
thirteen  states  financed  the  entire  amount,  that  is,  lOOJ^. 

Maryland,  with  a  ratio  of  29»8j3,  was  included  among  the  eight 
states  that  financed  less  than  half  of  their  capital  improvement  expendi- 
tures over  the  period  from  current  and/or  accumulated  revenue, 

2,  Four  principal  methods  vrere  used  by  the  states  in  allocating 
current  and/or  accumulated  revenue;  (a)  to  accord  to  capital  outlay  items 
the  same  budgetary  and  legislative  review  as  any  other  current  expenditure 
request;  (b)  to  allocate  funds  to  capital  outlay  after  all  other  current 
expenditure  requests  had  been  met;  (c)  to  allocate  systematically  stirpluses 
accumulated  during  each  preceding  fiscal  period,  either  entirely,  or,  in 
part,  to  capital  outlay;  (d)  to  dedicate  revenues  from  specific  tax  or  non- 
tax sources  to  capital  outlay. 
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3.  Critical  examination  of  the  various  principles  of  sound  public 
finance  relative  to  the  financing  of  capital  outlay  disclosed  that  there  is 
no  single  criterion  which  can  be  f olloir;ed  as  a  rigid  guide  to  fiscal  policy. 
In  Maryland,  where  capital  outlay  is  a  sizeable  and  continuously  reoccurring 
item  in  the  State  budget,  a  system  of  partieil  pay-as-you-go  financing  based 
upon  long-range  capital  demands,  on  the  one  hand,  and  revenue  capabilities, 
on  the  other,  is  clearly  called  for. 

The  Commission  thus  recommends  that  the  amount  of  c;irrent  revenue 
appropriated  to  capital  improvements  each  year  be  fixed  at  2%   of  the  average 
annual  revenue  of  the  State  during  the  preceding  five-year  period.  1,9/  it  is 
further  recommended  that  pay-as-you-go  commitments  be  met  through  annual 
allocations  from  current  general  revenue  sources  rather  than  from  a  specific 
tcix  source  reserved  for  the  purpose  in  order  to  insure  a  more  effective  and 
equitable  operation  of  the  program. 

If  put  into  effect  by  the  1955  General  Assembly,  this  program  of 
partial  pay-as-you-go  financing  would  call  for  additional  revenue  of  approxi- 
mately 03j5OO,OOO,  -vTith  the  balance  of  the  authorized  capital  improvement 
program  to  be  financed  through  a  general  construction  loan,  Hovrever,  since 
there  is  nothing  in  the  present  fiscal  situation  v/hich  makes  imperative  the 
immediate  adoption  of  partial  pay-as-you-go  financing,  it  is  perhaps  desir- 
able that  transition  to  the  dual  system  of  financing  be  postponed  a  year,  so 
that  the  revenue  requirements  of  the  plan  can  be  accorded  proper  study  ty 
the  budgetary  authorities  within  the  broader  context  of  over-all  revenue 
demands* 


19/  See  page  23  for  definition  of  "average  annual  revenue"  and  page  2I4.  for 
application  of  2;^  formula. 
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HEPLY  FOR  STATE  OF 


INFORMATION  SUPPLIED  BY_ 


(signatiire  and  title) 
(agency) 


(Eailing  address). 


1.  VJhat  were  the  total  capital  improvement  expenditures  for  land,  construction, 
fees,  and  durable  equipment  (excluding  all  highway  expenditures)  for  the 
following  budget  years? 

19it8  1951  

194-9 1952  

1950 1953  


2.  IJhat  portion  of  these  capital  ijnprovement  expenditures  was  financed  on  a  pay- 
as-you-go  basis  by  current  revenue  receipts,  exclusive  of  Federal  funds? 

%   OF  TOTAL  REVENUE  RECEIPTS 
AMOUNT  (Excluding  Federal  Funds) 

1948 

1949 

1950  

1951  

1952 

1953  

3.  If  capital  improvement  expenditures  are  financed  out  of  current  revenues, 
vfholly  or  partially,  are  specific  tax  revenues  reserved  for  these  expenditixres? 

Yes  /    /  No  / /.  If  yes,  specify  tax  source  (or  sources),  rate,  and 

revenue  derived  in  each  budget  year, 

TP'X   SOURCE  TAX  RATE  REVENUE 

1948  

1949 

1950 

1951 

1952  

1953  


4.  If  specific  tax  is  not  used,  xjhat  method  is  followed  in  allocating  current 
revenue  for  capital  improvement  expenditures? 


5.  Are  you  contemplating  any  innovations  in  the  method  of  finaxicing  future 
capital  improvements?  Yes  / /  No  / /.   If  yes,  please  explain. 

(use  additional  sheets,  if  necessary) 
Please  return  to: 

Maryland  State  Planning  Commission,  100  Equitable  Eldg.,  Baltimore  2,  Vd, 
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APPENDIX  D 
TAX  BURDEN  AS  PLK  CENT  OF  STATE  Ir/COiiE  PAYI-£NTS  -  1953 


l4i| 


Per  Cent 

Rank 

Local 

State 

Taxes 

Taxes 

Total 

Local 

State 

Total 

U.  S.  TOTALS  -  ^8  STATES 

3.81 

3.93 

7.74 

Alabama 

2.18 

4.89 

7.07 

u 

16 

36 

Arizona 

3,36 

5.44 

8.80 

27 

11 

19 

Arkansas 

2o25 

5.72 

7.97 

43 

7 

28 

California 

4.16 

4.59 

8.75 

17 

21 

20 

Colorado 

4.65 

4.71 

9.36 

lA 

18 

13 

Connecticut 

3.39 

2.92 

6.31 

26 

46 

43 

Delaware 

1.21 

3.10 

4.30 

48 

41 

48 

Florida 

4.11 

5.51 

9.62 

19 

10 

9 

Georgia 

2.81 

5.U 

7,95 

35 

U 

29 

Idaho 

4.96 

4.56 

9.52 

9 

22 

10 

Illinois 

3.75 

2,74 

6.48 

23 

47 

42 

Indiana 

3.40 

3.75 

7.14 

25 

34 

34 

Iowa 

5,49 

4.28 

9.78 

3 

26 

4 

Kansas 

4.87 

4.41 

9.29 

12 

25 

U 

Kentucky 

2.72 

3.99 

6.70 

36 

30 

39 

Louisiana 

2.54 

7.97 

10.51 

40 

1 

2 

Maine 

4.75 

4.53 

9.28 

13 

23 

15 

Maryland 

3.02 

3.51 

6.53 

32 

38 

40 

Massachusetts 

5.35 

3.62 

8.98 

4 

36 

18 

Michigan 

3.06 

4.24 

7.31 

31 

27 

32 

Mnnesota 

4.95 

4.82 

9.77 

10 

17 

5 

Mississippi 

3.48 

6.17 

9.65 

24 

6 

8 

MissoTiri 

3.13 

3.06 

6.19 

30 

43 

45 

Montana 

4.33 

3.61 

7.94 

16 

37 

30 

Nebraska 

5.04 

2.94 

7.98 

7 

44 

27 

Nevada 

4.14 

3.75 

7.89 

18 

33 

31 

New  Hampshire 

6.55 

3.16 

9,70 

1 

40 

6 

New  Jersey 

5.01 

1.75 

6.77 

8 

48 

38 

New  Mei'tico 

1.84 

6.89 

8.74 

47 

2 

21 

New  York 

5.28 

3.41 

8.68 

5 

39 

23 

North  Carolina 

2.40 

6.26 

8.65 

a 

5 

24 

North  Dakota 

5.16 

5.53 

10.69 

6 

9 

1 

Ohio 

2.87 

2.92 

5.79 

34 

45 

47 

Oklahoma 

2.88 

6,57 

9.45 

33 

4 

11 

Oregon 

4.02 

4.70 

8.72 

?1 

19 

22 

Pennsylvania 

3.14 

3.06 

6.20 

29 

42 

44 

Rhode  Island 

2.17 

3.93 

6.10 

45 

31 

46 

South  Carolina 

2.34 

6.64 

8.98 

42 

3 

17 

South  Dakota 

6a9 

4.03 

10.22 

2 

29 

3 

Tennessee 

2.58 

4.70 

7.28 

39 

20 

33 

Texas 

3.35 

3.64 

7.00 

28 

35 

37 

Utah 

4.05 

4.50 

8.54 

20 

24 

25 

Vermont 

4.47 

5.23 

9.70 

15 

13 

7 

Virginia 

2.62 

3.91 

6.53 

37 

32 

41 

V/ashlngton 

2.59 

5.70 

8.29 

38 

8 

26 

West  Virginia 

2.03 

5.09 

7.12 

46 

15 

35 

Wisconsin 

4.93 

4.20 

9.12 

U 

28 

16 

VJyoming 

3.99 

5.44 

9.43 

22 

12 

12 

For  sources,  see  Appendix  C. 

Figures  may  not  total  because  of  rounding. 


